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A  -  EXECUTIVE  SUMMARY 


Section  V92J  of  the  Social  Security  Act  (the  Act)  requires  that, 
in  order  for  Federal  payment  under  the  Medicaid  program  to  be 
available  for  covered  outpatient  drugs,  a  manufacturer  must  have 
entered  into  a  rebate  agreement  with  the  Secretary  of  Health  and 
Human  Services.  The  statute  further  requires  that  all  such 
manufacturers  provide  each  State  with  a  quarterly  rebate  amount 
consistent  with  the  specific  methodology  described  within  the  Act 
under  this  section. 

The  first  annual  report  to  Congress  on  the  drug  rebate  program 
focused  on  the  first  9  months  of  the  program  (January  -  September 
1991).     The  second  annual  report  covered  the  period  January  1991 
through  September  1992;  some  data  relating  to  the  last  quarter  of 
Calendar  Year  (CY)   1992  were  also  covered.     This  third  annual 
report  covers  January  1991  througn  December  1993. 

The  following  summarizes  our  experience  through  CY  1993  under  the 
specific  mandates  on  which  the  Secretary  is  required  to  report 
annually  to  Congress. 

1 .  Trends  in  prices  paid  by  States  for  covered  outpatient 
drugs  (CY  1991  -  CY  1993) 

Between  the  third  quarter  of  CY  1992  and  the  fourth 
quarter  of  CY  1993,  35  drugs  (14  percent)  reflected  no 
increase  in  price.     53  drugs  (21  percent)  showed  price 
increases  up  to  2.9  percent  during  this  period,  and 
prices  f o :  112  drugs  (45  percent)  increased  from  3  to 
6.9  percent.     Prices  for  30  drugs  (12  percent) 
increased  by  7  to  9.9  percent,  and  20  drugs  (8  percent) 
showed  increases  of  10  percent  or  more.     During  this 
period,  the  consumer  price  index  -  urban  (CPI-U) 
increased  by  4  percent  (from  140.2  in  June,   1992  to 
145.8  in  December,  1993). 

2.  Trends  in  ingredient  costs  paid  by  States  for  covered 
outpatient  drugs 

Between  the  third  quarter  of  CY  1992  and  the  fourth 

quarter  of  CY  1993,  State  Medicaid  payments  per  unit, 

adjusted  to  exclude  dispensing  fees,  did  not  increase 

with  respect  to  35  drugs  (14  percent),  46  drugs 

(19  percent)  showed  price  increases  up  to  2.9  percent 

during  this  period,  and  prices  for  106  drugs 

(42  percent)   increased  from  3  to  6.9  percent.  Prices 

for  38  drugs  (15  percent)   increased  by  7  to 

9.9  percent,  and  25  drugs  (10  percent)   increased  by 

more  than  10  percent. 


"Total  value  of  rebates  received  and  the  number  of 
manufacturers  providing  such  rebates 

In  CY  1993,  State  Medicaid  programs  received 

$1.5  billion  ($869.5  million  Federal  share)   in  rebates 

from  drug  manufacturers.     As  of  April  1991, 

342  manufacturers  had  enrolled  in  the  program;  by 

September  1994,  the  total  had  risen  to  534,  but  only 

474  were  actively  participating.     Since  the  inception 

of  the  program,  60  manufacturers  have  been  terminated 

(21  voluntary  and  39  involuntary).     Seven  terminated 

manufacturers  were  allowed  back  after  being  out  of  the 

program  for  one  quarter. 

Even  with  the  savings  due  to  rebates,  the  cost  of  the 
Medicaid  drug  program  continues  to  increase.     This  is 
due  to  factors  such  as  increases  in  the  number  of 
Medicaid  recipients,  expansion  of  State  d~ug 
formularies,  and  greater  utilization  oi  prescription 
drugs  per  recipient.     The  Medicaid  drug  program  costs 
(total  computable  prescribed  drugs)  have  more  than 
tripled  from  CY  1991  through  CY  1993,   from  $2.8  billion 
to  $8.6  billion. 

Effect  of  the  inflation  adjustment  on  the  rebates 

Section  1927  of  the  Act  provides  for  an  increase  in  the 
unit  rebate  amount  (URA)  calculated  for  any  innovator 
drug  whose  average  manufacturer  price  (AMP)  increases 
more  than  the  CPI-U. 

The  effect  of  the  inflation  adjustment  on  the  unit 
rebate  amount  (URA) ,  the  factor  that  is  used  in 
conjunction  with  utilization  to  compute  total  rebates, 
was  analyzed  for  the  228  innovators  in  the  top 
250  drugs.     The  remaining  22  drugs  were  generic,  and 
thus  not  subject  to  the  CPI-U  adjustment. 

From  the  first  quarter  of  CY  1991  through  the  fourth 
quarter  of  CY  1993,  the  number  of  drugs  whose  URA  was 
increased  significantly  due  to  the  CPI-U  factor  rose 
dramatically.     In  the  first  quarter  of  1991,  for 
example,  31  drugs  (17  percent  of  the  total)  showed  an 
inflation-related  increase  of  25  percent  or  more  in  the 
URA.     By  the  fourth  quarter  of  CY  1993,  however,  the 
URAs  of  156  drugs  (68  percent  of  the  total)  were  raised 
25  percent  or  more  due  to  the  cumulative  effect  of  the 
CPI-U  factor. 
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5.       Federal  and  State  administrative  costs  associated  with 
_  compliance  with  the  provisions  of  this  title 

Federal  administrative  costs  associated  in  CY  1991  with 
the  Medicaid  Drug  Rebate  program  amounted  to  nearly 
$1.2  million,  including  $350,000  in  contractor  costs. 
For  CY  1992,  the  comparable  figure  was  $940,000,  and  in 
CY  1993,  these  costs  fell  to  $F25,000.  These 
reductions  occurred  because  no  contractor  costs  were 
expended  after  CY  1991.     Ninety- four  (94)  percent  of 
the  CY  1993  administrative  costs  represented  federal 
staff  salaries  and  overhead,  the  balance  was  data 
processing  costs. 

The  States  are  encouraged  to  establish  point-of-sale 
electronic  claims  management  systems  (ECMs)  as  their 
principal  means  of  processing  claims  for  covered 
outpatient  drugs.     The  State  ECM  system  is  to  be 
designed  to  perform  on-line,  real  time  eligibility 
verifications,  claims  data  capture,  adjudication  of 
claims,  and  prospective  drug  use  reviews,  and  to  assist 
pharmacists  (and  other  authorized  persons)  to  apply  for 
and  receive  payment.     The  Federal  government  offers  a 
matching  rate  of  90  percent  for  State  funds  expended  to 
develop  ECMs . 

In  CY  1993,  6  States  reported  a  total  of  $2.2  million 
($2  million  Federal  share)   in  ECM  costs.     We  believe, 
however,  that  these  figures  clearly  understate  State 
costs.     States  have  little  incentive  to  track  and 
report  Medicaid  administrative  costs  under  the  special 
matching  categories  established  for  this  program  unless 
doing  so  garners  a  higher  Federal  matching  rate  than 
would  otherwise  be  available.     The  bulk  of  State  drug 
program  implementation  costs  relate  to  modifying 
automated  claims  processing  and  information  retrieval 
systems.     As  such,  they  qualify  for  the  90-percent 
(development)  or  75-percent  (operations)  Federal  match 
rates  already  available  under  the  Medicaid  statute. 

Finally,  this  report  reviews  one  area  which  was  not  mandated  by 
law:  trends  in  manufacturer  pricing. 

6 .      Trends  in  manufacturer  prices 

Since  concern  exists  that  manufacturers  have  raised 
their  prices  in  response  to  the  drug  rebate  program,  we 
analyzed  manufacturers'  prices  for  the  top  250  drugs. 
We  compared  prices  for  12  different  periods  in  order  to 
obtain  a  better  picture  of  quarter-to-quarter  increases 
and  cumulative  increases  since  the  program  was 
implemented.     However,  no  discernable  pattern  emerged. 


ES-3 


In  our  study  of  the  cumulative  result  of  quarterly 
increases,  we  also  looked  at  the  top  250  drugs  and 
-analyzed  their  prices  from  the  first  quarter  of  CY  1991 
to  the  fourth  quarter  of  CY  1993.     Once  again,  there 
-  was  no  clear  pattern.     During  this  time  period,   in  any 
given  quarter  a  range  of  from  29  to  202  drugs  (11  to 
81  percent)  showed  no  increase  in  AMP.     A  range  of 
41  to  220  drugs  (16  to  88  percent)  increased  by  up  to 
10  percent,  and  a  range  of  1  to  16  drugs  (.4  to 
6  percent)   increased  over  10  percent. 

The  reader  is  advised  that  the  data  contained  in  this  report  are 
presented  in  aggregate  form  to  ensure  compliance  with  the 
confidentiality  requirements  of  Section  1927(b)(3)(D)  of  the  Act. 
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B  -  OVERVIEW 


Section  1927  of  the  Social  Security  Act  (the  Act)  requires 
that,   in  order  for  Federal  payment  under  the  Medicaid  program 
to  be  available  for  covered  outpatient  drugs,  a  manufacturer 
must  have  entered  into  a  rebate  agreement  with  the  Secretary  of 
Health  and  Human  Services.     The  statute  further  requires  that 
all  such  manufacturers  provide  each  State  with  a  quarterly 
rebate  amount  consistent  with  the  specific  methodology 
described  within  the  Act  under  this  section. 

Additionally,  the  statute  requires  the  Secretary  to  report 
annually  to  Congress  with  regard  to  the  following  issues: 

1.  Trends  in  prices  paid  under  Title  XIX  of  the  Act  for 
covered  outpatient  drugs  (CY  1991  -  CY  1993); 

2.  Ingredient  costs  paid  under  title  XIX  for  single 
source  drugs,  multiple  source  drugs,  and 
nonprescription  covered  outpatient  drugs; 

3.  the  total  value  of  rebates  received  and  number  of 
manufacturers  providing  such  rebates; 

4.  how  the  size  of  such  rebates  compares  with  the  size 
of  rebates  offered  to  other  purchasers  of  covered 
outpatient  drugs; 

5.  the  effect  of  the  inflation  adjustment  on  triggering 
additional  rebates  required  under  this  section;  and, 

6.  Federal  and  State  administrative  costs  associated 
with  compliance  with  the  provisions  of  this  title. 

The  first  annual  report  to  Congress  on  the  drug  rebate  program 
focused  on  the  first  9  months  of  the  program  (January  - 
September,   1991).     The  second  annual  report  covered  the  period 
January  1991  through  September  1992;  however,  data  related  to 
items  3  and  6,  above,  included  the  last  quarter  of  CY  1992  as 
well.     This  third  annual  report  covers  January  1991  through 
December  1993.     As  stated  in  our  first  report,  we  are  unable  to 
address  item  4,  above,  because  we  are  unaware  of  any  comparable 
rebate  program.     In  lieu  of  this  item,  however,  we  have 
included  information  on  manufacturer  pricing  trends  from  the 
baseline  period  (third  quarter  of  CY  1990)  through  the  fourth 
quarter  of  CY  1993.     Reports  on  the  effect  of  best  price  on 
rebates  in  the  drug  rebate  program,  mandated  by  the  Veterans 
Health  Care  Act  of  1992,  will  be  sent  to  Congress  separately  on 
a  quarterly  basis. 
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C  -  BACKGROUND 

Number  of  Manufacturers  Participating  and  Drugs  Covered. 
Approximately  53,600  national  drug  codes  (NDCs)  are  covered 
under  rebate  agreements  between  the  Health  Care  Financing 
Administration  (HCFA)  and  drug  manufacturers.     As  of 
February  22,   1994,  468  manufacturers  were  participating  in  the 
program.     Note  that  these  counts  are  of  labeler  codes.  A 
manufacturer  may  hold  title  to  multiple  labeler  codes,  so  that 
468  labeler  codes  represent  about  400  different  drug 
manufacturers.     For  purposes  of  the  drug  rebate  program, 
distributors  who  hold  title  to  the  NDC  for  a  drug  are 
considered  manufacturers. 

Timeframes  for  Data  Transmittals .     The  statute  requires 
manufacturers  to  give  HCFA  updated  drug  product  and  pricing 
data  within  30  days  after  the  end  of  each  quarter.  Within 
15  days  thereafter,  HCFA  prepares  and  sends  to  States  a 
complete  drug  data  file,  including  the  unit  rebate  amount  ( URA N 
calculated  for  each  NDC  for  the  quarter  just  ended.     States  are 
required  to  send  drug  utilization  data  to  participating 
manufacturers  within  60  days  after  the  end  of  each  calendar 
quarter.     Manufacturers,  in  turn,  must  pay  rebates  within 
30  days  of  receiving  State  utilization  data. 

D  -  ANALYTICAL  APPROACH  FOLLOWED  IN  THIS  STUDY 

The  1991  Drug  Rebate  report  focused  on  the  top  150  drugs  as 
defined  in  terms  of  national  Medicaid  expenditures.  Those 
150  drugs  represented  nearly  1/2  of  the  total  Medicaid 
expenditures  for  prescription  drugs  in  1991.     Nearly  all 
(143)  of  these  products  were  innovator  drugs  (i.e.,  brand- 
specific).     The  remaining  7  were  generics. 

The  second  year's  report  as  well  as  this  year's  report  is  based 
on  data  for  the  top  250  drugs,  defined  in  terms  of  total 
Medicaid  expenditures  in  CY  1991.     We  are  using  this  same, 
expanded  list  of  drugs  to  prepare  quarterly  reports  to  Congress 
required  by  the  Veterans  Health  Care  Act  of  1992.  These 
250  drugs  accounted  for  over  60  percent  of  total  Medicaid  drug 
spending  in  1991.     Of  the  250  drugs,  228  are  innovator  drugs, 
and  22  are  generics.     The  analyses  in  this  report  reflect  drug 
utilization  data  from  49  States  and  the  District  of  Columbia. 
Arizona's  Medicaid  program  relies  on  health  maintenance 
organizations,  with  virtually  no  payments  made  for  outpatient 
prescription  drugs  on  a  f ee-f or-service  basis. 
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E  -  RESULTS  OF  OUR  ANALYSIS 

1.       TRENDS   IN  PRICES  PAID  BY  STATES  FOR  COVERED  OUTPATIENT 
DRUGS 

Approach.     Data  from  the  States  from  the  first  quarter  of 
CY  1991  through  the  fourth  quarter  of  CY  1993  were 
analyzed  to  determine  increases  in  the  prices  paid  to 
pharmacies  for  the  top  250  drugs.     A  comparison  was  also 
made  for  increases  between  the  third  quarter  of  CY  1992 
and  the  fourth  quarter  of  CY  1993.     For  each  of  the  top 
*>50  drugs,  the  total  amount  paid  to  pharmacies  was  divided 
by  the  number  of  units  reported  by  all  States.     The  result 
was  the  average  price  States  paid  per  unit  for  each  drug, 
including  dispensing  fees  to  pharmacies. 

Results .     Between  the  third  quarter  of  CY  1992  and  the 
fourth  quarter  of  CY  1993,  35  drugs  (14  percent)  reflected 
no  increase  in  price;  53  drugs  (21  percent)  showed  price 
increases  up  to  2.9  percent  during  this  period,  and  prices 
for  112  drugs  (45  percent)  increased  from  3  to 
6.9  percent.     Prices  for  30  drugs  (12  percent)  increased 
by  7  to  9.9  percent,  and  20  drugs  (8  percent)  showed 
increases  of  10  percent  or  more.     During  this  period,  the 
CPI-U  increased  by  4  percent  (2rom  140.2  in  June,  1992  to 
145.8  in  December,  1993). 

See  Exhibit  A  for  additional  information  on  trends  in 
prices  paid  by  States. 

2.  INGREDIENT  COSTS  PAID  FOR  SINGLE  SOURCE  DRUGS,  INNOVATOR 
MULTIPLE  SOURCE  DRUGS,  AND  NON- INNOVATOR  MULTIPLE  SOURCE 
DRUGS 

Approach.     The  "ingredient  cost"  is  not  a  readily 
available  figure  due  to  elaborately  complex  pricing 
structures  used  by  manufacturers,  wholesalers,  and 
distributors.     For  purposes  of  this  report,  the  ingredient 
cost  was  defined  as  the  price  paid  by  States  for  each 
drug,  minus  the  applicable  dispensing  fees.  (The 
dispensing  fee  is  a  service  charge  paid  to  pharmacists  for 
dispensing  the  drug  to  a  Medicaid  recipient.     The  fees 
continue  to  range,  on  average,   from  $2.60  -  $7.45  per 
prescription  and  vary  among  States  depending  upon  the 
contractual  agreements  reached  between  Medicaid  programs 
and  participating  pharmacies,  as  reflected  in  the  State 
plan. ) 
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The  dispensing  fee  was  multiplied  by  the  number  of 
prescriptions  paid  by  each  State.     The  product  was  then 
subtracted  from  the  total  amount  States  paid  pharmacies 
for  each  of  the  top  250  drugs.     The  remaining  amount  was 
divided  by  the  number  of  units  paid  for  each  of  the  top 
250  drugs  to  arrive  at  the  ingredient  cost  per  unit. 

Results .     Between  the  third  guarter  of  CY  1992  and  the 
fourth  guarter  of  CY  1993,  35  drugs  (14  percent)  showed  no 
increase  in  ingredient  cost  per  unit;  46  drugs 
(19  percent)  increased  up  to  2.9  percent,  and  the 
ingredient  cost  per  unit  of  106  drugs  (42  percent) 
increased  3  to  6.9  percent;  38  drugs  (15  percent)  showed 
increases  of  7  to  9.9  percent;  and  25  drugs  (10  percent) 
increased  by  more  than  10  percent. 

See  Exhibits  B- 1  and  B-2  for  more  information  on 
ingredient  costs  and  dispensing  fees. 


3.       TOTAL  VALUE  OF  REBATES  RECEIVED/NUMBER  OF  MANUFACTURERS 
PROVIDING  REBATES 

Approach.  From  the  guarter ly  expenditure  reports  submitted 
by  all  States,  we  extracted  the  rebates  received  and  total 
prescription  drug  expenditures  for  each  State  per  guarter. 

Results .     As  of  April  1991,  342  manufacturers  had  enrolled 
in  the  program.     By  September  1994,  the  total  had  r.sen  to 
534,  but  only  474  were  actively  participating.     Since  the 
inception  of  the  program,  60  manufacturers  have  been 
terminated  (21  voluntary  and  39  involuntary). 

No  State  received  rebates  under  the  new  program  prior  to 
the  third  guarter  of  CY  1991.     In  that  guarter,  40  States 
received  $99.9  million  ($57.5  million  Federal  share)  in 
rebates.     In  the  following  guarter,  43  States  received 
$140.1  million  ($81.5  million  Federal  share)  in  rebates. 
Thus,   for  CY  1991,  rebates  totalled  $240  million 
($139  million  Federal  share). 

Forty-nine   (49)   States  received  $204.1  million 
($121.9  million  Federal  share)  in  the  first  quarter  of 
CY  1992.     Starting  with  the  second  guarter  of  CY  1992,  all 
States  have  received  rebates  each  quarter.     (Arizona  does 
not  participate  in  the  rebate  program,  as  virtually  all 
its  Medicaid  prescription  drugs  are  dispensed  by  health 
maintenance  organizations,  to  which  the  rebate  program 
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doeis  not  apply.)     States  received  $261.6  million 
($155\7  million  Federal  share)   in  the  second  quarter  of 
CY  1992. 

Total  rebate  receipts  rose  to  $294.5  million 
($176.4  million  Federal  share)   in  the  third  quarter  of 
CY  1992,  and  to  $343.3  million  ($200.8  million  Federal 
share)  in  the  fourth  quarter.     For  CY  1992  as  a  whole, 
rebates  totalled  $1.1  billion  ($655  million  Federal 
share) . 

In  the  first  quarter  of  CY  1993  rebate  receipts  decreased 
to  $292.2  million  ($175.3  million  Federal  share),  but  by 
the  fourth  quarter  of  CY  1993,  rebate  receipts  had  risen 
to  $410.7  million  ($235.4  million  Federal  share).  Total 
CY  1993  rebates  reached  $1.5  billion  ($869.5  million 
Federal  share) .     This  fluctuation  appears  to  be  due  in 
part  to  seasonal  variations  in  drug  spending  and  lags  in 
rebate  receipts.     The  total  rebate  receipts  as  a 
percentage  of  total  prescription  drug  spending  by  all 
States  reporting  rebates  has  increased  steadily  from 
7.6  percent  in  the  fourth  quarter  of  CY  1991  to 
18.7  percent  in  the  fourth  quarter  of  CY  1993. 

Even  with  the  sa*  ings  due  to  rebates,  the  cost  of  the 
Medicaid  drug  program  continues  to  increase.     This  is  due 
to  factors  such  as  increases  in  the  number  of  Medicaid 
recipients,  expansion  of  State  drug  formularies,  and 
greater  utilization  of  prescription  drugs  per  recipient. 
The  Medicaid  drug  program  costs  (total  computable 
prescribed  irugs)  have  more  than  tripled  from  CY  1991 
through  CY  1993,  from  $2.8  billion  to  $8.6  billion. 

Exhibits  C-l  and  C-2  show  each  State's  rebate  receipts  and 
total  prescription  drug  expenditures  by  quarter  for  CYs 
1991  through  1993,  and  also  for  FYs  1991  through  1994. 

4.        EFFECT  OF  THE  INFLATION  ADJUSTMENT  ON  REBATES 

The  OBRA  90  statute  provided  that  the  unit  rebate  amount 
(URA)  for  brand  name  (innovator)  drugs  would  always  be 
higher  than  the  URA  for  generic  (non-innovator)  drugs. 
Additionally,   if  the  average  manufacturer  price  (AMP)  for 
an  innovator  drug  rises  faster  than  the  consumer  price 
index  -  urban  (CPI-U)   from  one  calendar  quarter  to  the 
next,  that  portion  of  the  AMP  in  excess  of  the  allowable 
increase  based  on  the  CPI-U  is  added  to  the  URA.  Non- 
innovator  drugs  are  not  subject  to  this  CPI-U  adjustment, 
so  our  analysis  focused  on  the  228  innovator  drugs  that 
were  in  our  top  250  drugs  based  on  State  expenditures. 
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Approach.     For  the  first  12  calendar  quarters  of  this 
program  (CY  1991  -  CY  1993),  we  calculated  the  URAs  with 
and  without  CPI-U  adjustment.     In  addition,  we  determined 
what  percent  of  the  URA  was  attributable  to  the  CPI-U 
factor . 

Results .     As  the  chart  (below)  indicates,  the  effect  of 
the  CPI-U  adjustment  on  the  URA  for  the  228  innovator  drug 
products  shows  that  the  number  of  drugs  affected  jumped  so 
dramatically  in  the  first  three  years  of  this  program  that 
by  the  fourth  quarter  of  CY  1993,  the  URAs  of  156  drugs 
(85  percent)  were  raised  25  percent  or  more  due  to  the 
cumulative  effect  of  the  CPI-U  adjustment  factor. 


EFFECT  OF    INFLi"  CN  CN  ~-^E  ufiA 


OOICE     NCSEASE  »  CS  -u  By  25* 


See  Exhibit  D  for  additional  information  on  the  effect  of 
the  inflation  adjustment. 

5.        FEDERAL  AND  STATE  ADMINISTRATIVE  COSTS 

The  statute  specifies  Federal  matching  rates  for  certain 
State  administrative  costs  related  to  the  rebate  program: 

o        Electronic  Claims  Management  (ECM^  Systems  -  Ninety 
percent  (90)  Federal  funding  was  available  for 
CYs  1991  and  1992  for  State  acquisition  of  ECM 
systems,   for  the  purpose  of  performing  on-line, 
real-time  eligibility  verifications,  claims  data 
capture,  adjudication  of  claims,  and  assisting 
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-pharmacists  (and  other  authorized  persons)  in 
applying  for  and  receiving  payment. 

o        Drug  Use  Review  -  Seventy-five  (75)  percent  Federal 
funding  is  provided  during  CYs  1991  through  1993  for 
State  expenditures  attributable  to  statewide  adoption 
of  a  drug  use  review  program. 

o        Drug  Rebate  Program  Implementation  Costs  -  Seventy- 
five  (75)  percent  Federal  funding  is  authorized  for 
State  administrative  costs  related  to  implementing 
the  drug  rebate  program,  except  those  related  to  drug 
use  review.     The  75-percent  matching  rate  applied 
only  to  Federal  FY  1991,  after  which  the  matching 
rate  reverted  to  50  percent. 

Early  in  CY  1991,  HCFA  revised  the  Quarterly  Medicaid 
Statement  of  Expenditures  for  the  Medical  Assistance 
Program  (Form  HCFA-64)  to  allow  States  to  report  costs  in 
the  three  categories  described  above.     As  reported  in 
HCFA's  first  Annual  Report  to  Congress,  in  CY  1991  ECM 
costs  totalling  $235,989  ($212,390  Federal  share)  were 
reported  by  four  States  (Idaho,   Illinois,  Michigan,  and 
New  Hampshire).     Drug  use  review  costs  totalling  $211,669 
($153,752  Federal  share)  were  reported  by  four  States 
(Colorado,  Kentucky,  Oklahoma,  and  South  Dakota) .  Drug 
use  implementation  costs  totalling  $43,132  ($27,366 
Federal  share)  were  reported  by  two  States  (Kentucky  and 
Oklahoma) . 

In  CY  1992,  three  States  (Colorado,  Illinois,  and 
Pennsylvania)  reported  a  total  of  $222,532  ($200,277 
Federal  share)  in  ECM  costs.     Nine  States  (Colorado, 
Connecticut,  Florida,  Indiana,  Kentucky,  Maine, 
Massachusetts,  South  Dakota,  and  Washington)  reported  a 
total  of  $1,421,887  ($1,066,419  Federal  share)  in  drug  use 
review  costs.     Three  States  (Kentucky,  Oklahoma,  and 
Virginia)  reported  drug  program  implementation  costs 
totalling  $438,231  ($219,114  Federal  share),  at  the 
50-percent  match  rate  applicable  after  Federal  FY  1991. 

In  CY  1993  six  States  (New  York,  Pennsylvania,  Virginia, 
Oklahoma,  Texas,  Utah,  and  Oregon)  reported  a  total  of 
$2,205,699  ($1,985,130  Federal  share)  in  ECM  costs.  These 
expenditures  were  used  for  the  design,  development, 
and/or  installation  of  Medicaid  Management  Information 
system  changes  related  to  drug  claims.     We  believe 
that  the  figures  shown  above  clearly  understate  State 
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costs  associated  with  implementing  the  drug  rebate 
program.     States  have  little  incentive  to  track  and  report 
Medicaid  administrative  costs  under  the  three  special 
matching  categories  established  for  this  program  unless 
doing  so  garners  a  higher  Federal  matching  rate  than  would 
otherwise  be  available.     The  bul^c  of  State  drug  program 
implementation  costs  relate  to  modifying  automated  claims 
processing  and  information  retrieval  systems.     As  such, 
they  qualify  for  the  90-percent  (development)  or 
75-percent  (operations)  Federal  match  rates  long  available 
under  the  Medicaid  statute.     Additionally,  given  severe 
constraints  on  most  States'  administrative  budgets,  few 
States  report  having  hired  new  staff  for  the  drug  program. 
It  appears  as  if  the  new  workload  has  been  absorbed  by 
existing  State  personnel. 

Total  HCFA  costs  allocable  to  the  drug  rebate  program 
amounted  to  nearly  $1.2  minion  in  CY  1991,  including 
$350,000  for  contractor  support.     For  CY  1992,  the 
comparable  figure  was  $940,000. 

In  CY  1993,  HCFA  drug  rebate  program  costs  fell  to 
$825,000;  94  percent  of  this  amount  represented  federal 
staff  salaries  and  overhead,  the  balance  data  processing 
costs . 

6.       TRENDS  IN  MANUFACTURER  PRICES 

Approach .     Manutacturer  pricing  data  for  the  first  quarter 
of  CY  1991  through  the  fourth  quarter  of  CY  1993  were 
analyzed  to  identify  the  changes  in  the  AMP  for  each  of 
the  top  250  drugs.     A  comparison  was  also  made  between  the 
third  quarter  of  CY  1992  and  the  fourth  quarter  of 
CY  1993. 

Results .     In  our  study  of  the  cumulative  result  of 
quarterly  increases,  we  also  looked  at  the  top  250  drugs 
and  analyzed  their  prices  from  the  first  quarter  of 
CY  1991  to  the  fourth  quarter  of  CY  1993.     No  discernable 
pattern  emerged.     During  this  time  period,  in  any  given 
quarter  a  range  of  from  28  to  202  drugs  (11  to  81  percent) 
showed  no  increase  in  AMP.     A  range  of  41  to  220  drugs 
(16  to  88  percent)   increased  by  up  to  10  percent,  and  a 
range  of  1  to  16  drugs  (.4  to  6  percent)   increased  over 
10  percent. 

See  Exhibit  E  for  additional  details  on  the  trend  of 
manufacturer  prices . 
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EXHIBIT  A 

TRENDS  IN  PRICES  PAID  FOR  COVERED  O/P  DRUGS 
PERCENT  OF  DRUGS  BY  QUARTER 


'ERCENT 
INCRSE 

2-91  VS 
1-91 

3-91  VS 
2-91 

4-81  VO 

3-91 

I  -8e  vo 

4-91 

2-92  VS 
1-92 

3-92  VS 
2-92 

4-92  VS 
3-92 

1-93  VS 
4-92 

2-93  VS 
1-93 

3-93  VS 
2-93 

4-93  VS 
3-93 

<0 

28.11 

34 

6.4 

72 

24 

26.8 

30.0 

10.0 

28.4 

42.0 

70.4 

0-  2.9 

39.36 

44 

19.6 

20.4 

41.2 

55.6 

53.6 

56.4 

53.6 

50.8 

24.0 

3-  6.9 

22.49 

16.8 

8.4 

6 

29.6 

12.8 

13.6 

30.8 

17.2 

4.4 

3.2 

7-  9.9 

4.02 

2 

8 

0 

1.6 

1.2 

0.8 

1.2 

0.4 

0.0 

0.8 

10-14.9 

1.2 

1.2 

10.8 

0 

0.4 

1.6 

0.8 

0.8 

0.4 

2.0 

0.0 

15-19.9 

0.8 

08 

14.4 

0 

0 

0.8 

0.0 

0.4 

0.0 

0.4 

0.0 

20  -  24.9 

1.61 

0 

14 

0 

0 

0 

0.4 

0.0 

0.0 

0.0 

0.0 

25  + 

2.41 

1.2 

18.4 

1.6 

3.2 

1.2 

0.8 

0.4 

0.0 

0.4 

1.6 

TOTAL 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 
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EXHIBIT  B-1 


TRENDS  IN  INGREDIENT  COSTS  OF  COVERED  O/P  DRUGS 
PERIOD  COVERED  Q3  CY92  THRU  Q4  CY93 


PERCENT 

TYPE  S* 

TYPE  T 

TYPE  N 

ALL 

%  OF 

INCREASE 

DRUGS 

DRUGS 

DRUGS 

DRUGS 

DRUGS 

CO 

19 

12 

4 

35 

14.0 

0  -2.9 

27 

13 

6 

46 

18.4 

3  -6.9 

85 

15 

6 

106 

42.4 

7  -9.9 

33 

2 

3 

38 

15.2 

10-14.9 

13 

1 

1 

15 

6.0 

15-19.9 

2 

0 

0 

2 

0.8 

20  -  24.9 

0 

1 

0 

1 

0.4 

25  + 

4 

1 

2 

7 

2.8 

TOTAL 

183 

45 

22 

250 

100 

S'  =  SINGLE  SOURCE,  T  =  INNOVATOR  -  MULTIPLE  SOURCE, 
'N'  -  NON-INNOVATOR  -  MULTIPLE  SOURCE 
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EXHIBIT  B-2 

PRESCRIPTION  DRUG  DISPENSING  FEES  -  1991-1993 


SOURCE:  NATIONAL  PRESCRIPTION  DRUG  COUNCIL 


STATE 

1991 

1992 

1993 

STATE 

-t  Qfll 

1 QQQ 

NEW  YORK 

$2.60 

N/C* 

N/C 

COLORADO 

*"  A  A.Q 

34. 0o 

N/O 

r*  ft  it  >  Attl    ft  J  ft  ft  11  A 

PENNSYLVANIA 

2.75 

3.50 

N/C 

MISSOURI 

4.09 

ft,  t  //*> 

N/C 

ft.  I  //^ 

N/C 

WEST  VIRGINIA 

2.75 

N/C 

N/C 

CONNECTICUT 

4.10 

ft.  1  //"*> 

N/C 

111  I/*** 

N/C 

OHIO 

3.23 

N/C 

N/C 

A  ft  i  ftt  t  ft  ■             y"s  *  ft 

MINNESOTA 

4.10 

N/C 

111  //"** 

N/C 

MAINE 

3.35 

N/C 

N/C 

ift/\//\i  «  ■  ft  i ^\ 

WYOMING 

A    4  f 

4.16 

4.70 

N/C 

RHODE  ISLAND 

3.40 

N/C 

N/C 

Wl      ^M|Pft  ft 

FLORIDA 

4.23 

N/C 

N/C 

ft.  I    ■  *  A  ft  a  *"ft^H i  ii 

N  HAMPSHIRE 

3.45 

N/C 

N/C 

ft                                    ft              ft.    A  ^* 

VERMONT 

4.25 

N/C 

ft.  | 

N/C 

NORTH  DAKOTA 

3.56 

4.25 

N/C 

SOUTH  DAKOTA 

4.25 

4.75 

ft  |  //"** 

N/C 

ILLINOIS 

3.58 

N/C 

N/C 

IDAHO 

A  OA 

4.30 

ft.  I  > 

N/C 

ft.  I  /O 

N/C 

f\|H|       ft  ft  ft  ft   .  en 

DELAWARE 

3.65 

N/C 

N/C 

VIRGINIA 

4.40 

N/C 

N/C 

UTAH 

3.65 

4.15 

N/C 

GEORGIA 

4.41 

N/C 

ft.  1 1/"^ 

N/C 

•  K/SI   t  i  >■*.  ft  ft  t 

MICHIGAN 

3.72 

N/C 

N/C 

D.C. 

4.50 

N/C 

k.  1  (/*** 

N/C 

k  ft  J   ft          ft   ft  k  ft  ft                       ft  ft 

WASHINGTON 

3.78 

3.91 

4.08 

ARKANSAS 

4.61 

4.51 

N/C 

WISCONSIN 

3.83 

4.69 

N/C 

11  ft  v* J  A  II 

HAWAII 

4.67 

N/C 

OREGON 

3.84 

N/C 

N/C 

LOUISIANA 

4.68 

5.00 

5.30 

NEW  JERSEY 

3.90 

N/C 

N/C 

KENTUCKY 

4.75 

N/C 

N/C 

TENNESSEE 

3.91 

N/C 

N/C 

KANSAS 

4.77 

5.41 

N/C 

NEBRASKA 

3.94 

N/C 

N/C 

TEXAS 

4.88 

4.68 

N/C 

NEVADA 

3.95 

4.42 

N/C 

MISSISSIPPI 

4.91 

5.16 

4.91 

NEW  MEXICO 

4.00 

N/C 

N/C 

OKLAHOMA 

5.00 

N/C 

N/C 

INDIANA 

4.00 

N/C 

N/C 

IOWA 

5.13 

N/C 

N/C 

CALIFORNIA 

4.05 

N/C 

N/C 

MARYLAND 

5.31 

5.72 

5.56 

S  CAROLINA 

4.05 

N/C 

N/C 

ALABAMA 

5.40 

N/C 

N/C 

MASSACHUSETT 

4.06 

N/C 

N/C 

N  CAROLINA 

5.60 

N/C 

N/C 

MONTANA 

4.08 

3.04 

N/C 

ALASKA 

7.45 

N/C 

N/C 

N/C*:  No  change  in  the  dispensing  fee  from  the  previous  year. 
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SUMMARY  OF  PRESCRIBED  DRUGS 
AND  DRUG  REBATES 
BY  FISCAL  YEAR 

PRESCRIBED  DRUGS 

DRUG  REBATES 

QUARTER 

TOTAL 
COMPUTABLE 

FEDERAL 
SHARE 

TOTAL 
COMPUTABLE 

FEDERAL 
SHARE 

09/31/91 

1.316.433.341 

767.289,035 

99.856.868 

eT.501 ,200 

FY91 

1316,433.341 

767,28*  £35 

98,886.868 

57,501,260 

12/31/91 
03/31/92 
06/30/92 
09/30/92 

1.506.553.180 
1.769.379.913 
1.807.179.800 
1 .868.567.330 

885.627,149 
1.039.819.877 
1 .066.609.602 
1.0^8.494.417 

140.087,874 
204.114.349 
261 .584.604 
294.465.470 

81 ,481 .821 
121.938.538 
155.741.818 
176.379.261 

FY92 

6  961,680.223 

4,080,881.046 

900,282.297 

.  ™ .  ■ ..       ir    -*»  ^ 

12/31/92 
03/31/93 
06/30/93 
09/30/93 

1 ,930.741 .263 
2.081.453.512 
2.115.901 .074 
2.188.558.768 

1.128.770.790 
1.220.999.786 
1 ,244,447,084 
1.272.613,930 

343.308.924 
292.145.269 
429.800.615 
347,727.277 

200,812.856 
176.303.444 
250.393.860 
206.441,220 

FY93 

8318,682.817 

:   4,866,831  J66 

1412,780,068 

12/31/93 
03/31/94 
06/30/94 
09/30/94 

2.191.129.198 

1 .289.408.669 

410.658.847 

235.387,967 

s 

FY94 

2.191,128.198 

1  ,iS0(^OH*488 

410,686347 
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SUMMARY  OF  PRESCRIBED  DRUGS 
AND  DRUG  REBATES 
BY  CALENDAR  YEAR 

PRESCRIBED  DRUGS 

res 

QUARTER 

TOTAL 
COMPUTABLE 

FEDERAL 
SHARE 

TOTAL 
COMPUTABLE 

FEDERAL 

09/31/91 
12731/91 

1,316,433.341 
1.506.553.1  SO 

767.289.035 
885.627.149 

99.856.868 
140,087,874 

57.501.200 
e'  46 1. 621 

CY91 

2.822.986521 

1,652,916*184 

238,944,748 

ftt  862881 

03/31/92 
06/30/92 
09/30/92 
12/31/92 

1.769.379.913 
1.807.179.600 
1.868.567.330 
1 .930.741 ,263 

1.039.819.877 
1 .066,609,602 
1.098.494,417 
1,128.770.790 

204,114,349 
261.584.604 
294.465.470 
343.306.924 

121,938.538 
155.741.815 
176.379.261 

CY92 

7375,866336 

4,333,664.686 

M08,47i;8F 

200.812^^ 

03/31/93 
06/30/93 
09/30/93 
12/31/93 

2.081,453.512 
2.115.901.074 
2.188,556.768 
2.191.129,198 

1 .220,999.765 
1 ,244.447.084 
1.272.613.930 
1 .289.408.669 

292.145,269 
429.600.615 
347.727.277 
410.656.647 

175,303,444 
250.383.560 
208.441220 
235.387.967 

CY93 

84577,04DJ5«* 

f  1,430,128.803 

•  <j?if*H8Mi 
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EXHIBIT  D 


THE  EFFECT  OF  INFLATION  ON 
THE  UNIT  REBATE  AMOUNT 


NUMBER  OF  DRUGS  PER  QUARTER 


%  IMPACT 
OF  CPI-U 


Q3CY91 


Q4CY91 


Q1  CY92 


Q2CY92 


Q3  CY92 


Q4C.92 


Q1  CY93 


Q2CY93 


Q3  CY93 


,Q4  CY93 


<0 
O-  9.9 
10-14.9 
15-19.9 
20  -  24.9 
25  + 
TOTAL 


Ql  CY91 

 64 

 35 

33 
28 

 37 

 3_L 

228 


40 


31 


33 


28 


24 


38 


20 
23 
34 
31 
80 
228 


17 
22 
24 
33 
101 
228 


11 
13 
35 
24 
112 
228 


21 
20 
33 
21 
105 
228 


22 
16 
29 
23 
114 
228 


17 
19 
17 
26 
111 
228 


24 
9 
14 
18 
29 
134 
228 


17 
11 


8 
29 
157 
228 


20 
11 


26 
162 
228 


10 
25 
162 
228 


21 
7 
6 
8 
30 
156 
228 


1  80 

1  70 

1  60 

1  50 

1  *o 

1  30 
1  20 
1  1  O 
1  OO 
90 
SO 
70 
60 
50 
■4-0 
30 
2  0 
1  O 

o 


EFFECT    OF  INFLATION 

ON    THE    UNIT    REBATE  AMOUNT  


Q2  CV91 


Q4  CY91 
56 


Q1  CY92 

02  CY92 
IMPACT    OF  CPI 


_4i2  «*£8  #8 — epd 

Ql     CY9J       I       Q3    CY93  I 
OA 


02  CY93 


EXHIBIT  E 


SPREAD  OF  AMP  QTRLY  PRICE  INCREASES 
FOR  THE  TOP  250  DRUGS 

NUMBER  OF  DRUGS 


PERCEN 
INCREAS 


Q3CY90T 
Q1  CY91 


<0 


0-2.9 


3-6.9 


7-9.9 


10-24.9 


25  + 


TOTAL 


48 


66 


73 


47 


16 


0 

250 


Q1  CY91/ 
Q2CY91 


57 


98 


73 


11 


250 


Q2  CY91/ 
Q3CY91 


63 


116 


250 


Q3  CY91/ 
Q4CY91 


72 


130 


30 


12 


250 


Q4CY91/ 
Q1  CY92 


47 


139 


44 


18 


250 


Q1  CY92/ 
Q2CY92 


28 


158 


57 


250 


Q2  CY92/ 
Q3CY92 


73 


140 


32 


250 


Q3  CY92/ 
Q4CY92 


■(Q3  CY90  =  09/30/90  WHICH  IS  THE  BASE  PERIOD  FOR  INDEXING  THE  CPI-U. 


167 


74 


250 


Q4CY92/ 
Q1  CY93 
202 


34 


6 


250 


Q1  CY93/ 
Q2  CY93 
163 
70 


8 


1 

250 


Q2  CY93/ 
Q3  CY93 


^SCY83/ 
Q4  CY93 


137 


104 


170 
71 


250 


250 


65 
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AMR  QUART'EZRL.Y 

FOR    THE    TOR    250  DRUGS 
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1  90 
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